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Dear Ms. Salas:

On January 4, 2001, Dave Scott, President and CEO of Birch Telecom, Inc.,
Gregory Lawhon, Senior Vice President of Public Policy and General Counsel of Birch
Telecom, Inc., and Albert Kramer and Jacob Farber of this law firm met with
Commissioner Harold Furchtgott-Roth and Rebecca Beynon, the Commissioner’s Legal
Advisor. We discussed the need for an elimination or reduction of the restriction on the
availability of switching as an unbundled network element in density zone 1 of the top 50
MSAs. The attached materials were distributed at the meeting.

If you need any further information or have any questions, please do not hesitate

to call me.
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UNE-P and Facilities- B“-ch

* Birch is a rapidly growing facilities—based
carrier for whom UNE-P is critical

* We serve customers and markets that would
otherwise not see the benefits of competition

* To ensure that Birch and other competitive
~ carriers can successfully transition to and
develop a facilities-based strategy to serve
small business and residential consumers,
the Commission must increase the line cap



Who We Are B“'ch
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. At the end of November 2000 B|rch served
65,099 customers with 230,936 access lines

* Currently operational in Texas, Missouri,
Kansas, and Oklahoma, targeting small
businesses

* Launched service in BellSouth on January 1,
2001

* UNE-P is the key to our facilities-based strategy;
it allows us to develop the customer base and
revenue stream that are necessary precursors to
effective facilities-based competition




Birch’s Service Evolution Birch
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1997-1 998

1998-1999

1999->»

2000=>

* Birch began providing service in St. Joseph, Missouri and smaller communities in Kansas in 1997
through resale.

- Birch installs switches in 1998 in Kansas City, St. Louis, and Wichita.

* Birch was a UNE-P pioneer in Texas, using its experience there to expand UNE-P to Missouri,
Kansas and Oklahoma.




Facnltles based Strategy B.t.(:lecc!r‘n

. Clrcwt SW|tChes Currently in place in three markets serving
customers at DS1-size and above

* ATM switching network operational

* Currently rolling out DSL
— 158 collocations in place

— Provisioning customers in Texas; trialing in Missouri,
Kansas, and Oklahoma

— Deployment in Texas first because UNE-P available there
first

*  Will deploy softswitches once technology is ready

— Currently testing various vendors’ products in proof of
concept laboratory




($ in millions)

Back Office Systems $40.0
Collocations 29.0
ATM Switching Facilities 23.0
Integrated Access Devices 2.0
Other 11.0

Total $105.0




Who Our Customers Are B“'ch
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— Our average customer has fewer than 4 lines
(70% have 4 or fewer lines) |

— Yet 45% of revenue from 7+ line customers

* The carriers who are opposed to an increase In
the line cap serve much larger customers

— Those carriers have average line sizes that
range from 8-10 to several times higher

* These are completely different markets; our
sales representatives don't see the other
carriers in the field




Where Our Customers Are Bll'cll
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— e
Southwestern Bell, launching 14 in BellSouth

* We serve the entire market not just downtown
business districts

* We are in Dallas and Beaumont

* We have customers in every county in
Kansas

* By contrast, the CLECs who oppose an
Increase in the line cap concentrate on the
___dense urban cores of Tier 1 markets
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Current Market Coverage Birch
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An Increase in the Line Cap B".".."éh

is Critical telecom

circuit switch is already in place--it is not
economical to serve customers under the
D31 level through self-provisioned switching

— Because of the costs associated with the
provisioning process, it is not cost effective even
at the margin to provide individual analog voice
lines to a customer through self-provisioned
switching

— The CLECs opposed to an increase in the line cap
are serving very different markets and have very
different business plans; their experience does not

_mean there is no impairment

10



An Increase in the Line Cap B
AN Inc |rch

* Birch is currently precluded from serving a
segment of our market critical to our overall
viability and our ability to serve a broad
customer base

* The ability to serve the top 50 markets and
grow a customer base is critical both to our
ability to continue to serve secondary and
tertiary markets and to successfully transition
to and develop a softswitch-based VoDSL
strategy




An Increase in the Line Cap Bll'cll

* Anincrease in the line cap does not stifle the
iIncentive to deploy facilities

— Circuit switch deployment remains viable for larger
customers

— Birch deploys facilities even where there is no line
cap, e.g., TX, MO, OK, KA

* Viability of UNE-P is essential to continued
capital inflow for facilities deployment
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Frequently Asked Questions

Q: Why did you form Cbeyond? Why is it unique?

A: We are bringing together all the communications tools that a small
business needs-starting with voice, Internet service and IP-based
applications such as unified messaging, web hosting and E-commerce. We
will use an integrated IP-based architecture and deliver converged voice and
data over a single platform with seamless integration and delivery. We will
use this Intemet pipe to bring the latest and best technology and
productivity tools to our customers.

No one is doing this today.

Customers will deal with one local representative who knows their needs.
They will receive one invoice for all services, and the price will be less than if
they purchased each service separately.

We are the only company with a single IP-based network. Other companies
may be combining services on one invoice, but theyre cobbling together
products over multiple networks and managing pulled together support
systems. This process is clumsy and expensive.

We have a huge advantage. We are starting with a technologically clean
slate. One network means it takes less capital to build and to maintain. We
are embracing next generation technologies, and we are building advanced
operating and business support systems. Those leading edge systems mean
our operating costs will be lower than those of the legacy networks.

Reinvesting infrastructure savings into service excellence through
organization, process and automation is key to our strategy. We know that
our differentiation will come from our passion about our customer. We are
changing the model by decentralizing customer service and creating locally
based branch operations that own the responsibility, the information and the
empowerment to serve their customer. We are delivering web based
management tools that will meet customers’ needs for integrated billing,
on-line customer care and streamlined processes. We are building a team
that understands that true customer satisfaction will drive our esteem, our
morale and our value creation. We know that customer satisfaction will be
the foundation for a success that has iongevity, profitability and opportunity.

We are committed to bringing the quality, features and robustness of the

typical public network together with the openness, innovation and speed of
the Internet.

AR i Lecsm Frecdent amd U

Q: What is Cbeyond’s target market?

A: Our customers are businesses with fewer than 100 employees-those who
typicalty use between five and 25 phone lines. All small businesses will
benefit from our product. Law firms. medical offices, insurance agencies,

auto deaierships or real estate firn. -e just a few of the winds of businessas
who will qam efficiency and produes oy from Chevond communication
Services.

As a Broadband Application Service Provider, we will deliver all services,
including local and long distance vo:co as applications on a dedicated,

12/14/00 9:58 A
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private IP network. We expect customers to save 20 to 25% of their current
voice bill and receive high speed Interet access included in the Cbeyond
bundle.

The high capital requirements of troditional ciraint
switch-based Competitive Local Exchonge Corriers
(CLECS) force them ta target businesses with at least
- A g 16 lines of locol service 1o justify their costs. With next
genrration packet technology, Cheyond will chonge the rules—
delivering high qualite campelitve telephony and Ipternet services

1o duord costs Lt nd e rved ond growlng market

Bra0 tincen, WP Soies

Q: What makes Cbeyond Communications different?

A: Our mission is to bridge the digital divide-enabling our small business
customers with big business capabilities.

We will provide voice and Internet-based applications to smali businesses at
cost savings typically only available to large enterprises. Voice will be our
first application because it represents the greatest portion of a smali
business customer’s communications bill and is the application they value
most.

Our services will include much more than voice and Internet connections.
Our strategy is to help improve our customer’s competitive strength and
efficiency with productivity tools. We will launch with unified

communications (fax, e-mail and voice mail), web hosting, and E-commerce.

Future applications will support network connectivity, managed
infrastructure and employee interaction and information sharing
(collaboration, conferencing). We will bring the latest and best technology
and applications to our customers. We can do it because we will already
have provided them high speed Internet access over a private network that
has the reliability and quality they need to run their business.

el et CWIIOOTORS 16 D it of w1
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Camis Caron, VP Business Deveicpenert

Q: What services will Cheyond Offer?

A: We will provide high quality local and long distance voice
communications, dedicated broadband Internet access, and enhanced
Internet-based applications as core services. We can also see many
enhanced applications that we can deliver to our customers in the future
that will continue to add value-improving their business’s competitive
strength and efficiency.

i

Croard Grrn ol e Dol s als

Buras Cmavtw, ¥P Produwvs Develapmen:

Q: What do you mean by “changing the customer experience”?

A: Our Cbeynnd sales team starts the process of selling “face-to-face,”
thereby creating a ganuine urderstand:ing of our customer’s business needs.
[t is the beginning of a partnership with our customers that is built on cpen
communication and on-going consultation. Locally based Customer
Relationship Managers will continue tne relationshis via their accessibility,
knowledge ¢f our customer’s accounts and comnutments to follow through
and communication. Augmented by web-based management and support
tools, we are confident that we will alter the way cur industry supports

12/14/00 9:58 A}



customers.

Cheyond's central premise is thot small business cus-
tomers are asking for-and deserve more—then they
can get today. This under-served market has hod 10

A R | occept service delays, poor customer care. inaccurate
and hard to understand bills ond uaresponsive serice providers.
Cheyand intends to change this customer experience
Bean Hovey, VP Seles Suppers omd Ficld Opevetiom.

Q. What does “customer friendly” mean to Cbeyond?

A: We will empower customers to manage their communication services
through accurate, easy-to-understand, any-time use of the web. Our
employees will have the information they need to communicate with,
support and “wow” our customers.

Simply put...We will be easy to deal with.

Customers can count on faster and more predictable delivery times. State of
the art operational support systems will automate and streamline service
delivery. Provisioning, status information, account management and bill
paying will be available on line or over the phone.

e Fer "r':;:‘l,;" [T P A L A A T AR

jas OesteminG. VP iafarmataa Servacdc

Q: How do you want customers to perceive you?

A: Cbeyond Communications is about the customer. We want our customers
to understand that our passion for service excellence means we will
“Cbeyond” the current landscape of providers. OQur next generation
technology means we can deliver an experience beyond what small
businesses can even hope for today.

Our product will be simple and easy to understand. We will create packaging
and services that can easily be enhanced as our customer’s business grows.

We want to be recognized for listening to our customers and building a
company that responds quickly to the changing needs of the small business
segment.

We want them to know us as friendly, accessible and easy to work
with-providing a new, fresh way of doing business.

Tiowr Toaur ¥o baocong Cramurngi.rs

Q: What systems will you have to support this new customer
experience?

A: Cbeyond has taken great care to create systems that put us ahead of the
pack. We are developing state of the art operating support systems (0SS)
and back office support systems (BSS) that will reinforce our high-touch,
service exceltence vision. We will launch with support systems that are
huahiy automated, streamimed and cusromer friendly.

OV and Chief Irjormaton e

3of7 12/14/00 9:58 Ah
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Q: How will the transmission quality compare to traditional phone
lines? Is the technology ready?

A: Voice over Internet Protocol (VoIP) is a young, but relatively mature
technology. The technology works today. You may already be using VoIP for
long distance, international, and calling card minutes without knowing it.

Unlike companies delivering residential services over the public Internet,
Cbeyond Communications will be delivering toll quality voice over a private
network with strong Quality of Service (QoS) guarantees to insure higher
quality and reliability for our business customers.

Customers will notice a difference in features that softswitch technology
affords versus traditional Class 5 switches. Cbeyond will launch its product
with the most commonly used features that provide value for customers,
including call waiting, call forwarding, caller ID, hunting, three-way
conference calling, cali hold, and call transfer, to name a few. At the same
time, we are developing a new generation of integrated voice and data
applications that simply cannot exist in the legacy phone network.

Q: Will your technology support your strategy?

A: We will launch with a top quality product that is delivered in a consistent
and timely manner because we will employ highly scalable processes for
provisioning, installation, and management. Our trials are already
demonstrating successful, high quality VoIP calls through our softswitch. We
are driving our technology to deliver service quality that meets the highest
possibte industry standards. We are confident of having the solution to meet
our target date of a controlled faunch in late 2000.

ile s e e e Geldye

T T T P N LIPS I DN FPICNG P PN R e N
crads e c G snne i nedd et

Rusenr Sennias Okt Technoiogy Olfeer

Q: Who are your competitors?

A: The LECs (short for Loca! Exchange Carrier), which you know as your
traditional local telephone companies. They own 95% of the market.

Q: Aren’t you just like another CLEC or ICP?
A: No. We are at least one generaticn ahead.

A competitive local exchange carrier (CLEC) provides narrowband voice and
data services over a circuit-switched network. An integrated communications
provider (ICP) offers bundled voice and data services over separate voice
and data networks.

We are a bASP (Broadband Application Service Provider) who will provide
integrated voice and Internet-based applications over a common broadband
IP network

Simply put, Cbeyond Communications is more than:

+ a CLEC, because we deliver more than Voice; more than

» a DLEC (data locat exchange carrier), because we offer more than Data;
Mo than

2 [CP, tmr“ause we gse the entire pipe to deliver the bundle, truly
mtegrating our offering; and maore than

e an ASP (a'rphcat on service provider) because we maintamn our link and
relationship with our customer.

12/14/00 9:58 A



Cheyond is about “so much more than phones.” We are
a Broadband Agplicotion Serwice Provider, integroting
productivity enhancing applications with out core prod-

N uc: of locol, lang distance and Inteinet aicess over o
froodband 1P neswark Sos Mosmics, EVE, Prevdem, Soles € Service

Q: How will your financials differ from the legacy carriers?

A: At Cbeyond, we will have lower costs in capital investment and on-going
maintenance of one infrastructure. We will reinvest those savings in superior
0SS and BSS systems to create an organization that is “high touch” with our
customers-which will lead to customer retention, reduced churn and
increased wallet share and, therefore, mind share of our customer’s
communications decisions.

o . . .
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Coinpa Cavgine, VP and Contralles

Q: What will the $141 million raised in your initial funding be used
for?

A: We found a ready response as we sought initial financing, and we were
able to select an investor group which is highly respected in the venture
capital market and experts in the telecommunications industry. They are not
only providing funding, but they are able to provide insights and guidance
from their experiences with other successful ventures. Cbeyond's
management are investors as well, indicating our commitment to the
enterprise and a belief in what we are doing.

We are focusing our spending on three areas as we lay the groundwork for
the future: our team; our technology (or the infrastructure) and our
automation (systems that are the glue for the infrastructure).

We're planning an initial, controlled launch of our services in Atlanta in late
2000. The Cbeyond product should be generally available during the first
quarter of 2001 in Atlanta with a rapid market rollout to 25 of the top
markets over the next couple of years.

N N L L
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Q: What is today’s regulatory climate like?

A What Cbeyond is doing is exactly what Congress envisioned in the
Telecom Act of 1996.

Congress is clearly encouraging providers to service lower numbers of line
sizes for smaller businesses. Regulators have been putting pro-competitive
rules in place to implement the Act over the past four years.

Cbeyond will continue to lower the bar for smalier business customers who
are not directly addressed by CLECs. We will be able to help drive
technology and the economics of provisioning service as we roll out our

ran
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Rules ond pricing in ploce today provide more tegula-
tory certainty for next generation companies like
Cheyond. The ecanomic model of our new technology
platform will put competitive pressure in the morket as

we sell to previously unreachable customers. We expect favorable
treatment under the iaw since our business plan is ntoving compe-
ttion where Congress and the regulators intended.

julia STrow, ¥P, Regulatory and (ndustry Policy

Q: What is management’s background?

A: We have a winning combination-an experienced team that is filling a real
need for a targeted market with the newest technology.

We have a proven team. Cbeyond executives have helped innovative
telecom firms such as Mindspring, Intermedia Communications, Digex, MCI
WorldCom, Sprint, Skytel and Splitrock. We recognize the issues and
opportunities in our market. We are excited about the opportunity to design
architecture and support systems that will revolutionize communications for
the small business market.

Q: What is Cbeyond's culture?

A: As a brand new company, we have the opportunity to create our own
culture-one that allows our employees to use their entrepreneurial spirit at
an exciting, next generation technology company that is passionate about
changing the customer experience.

We have created an energetic environment that is fun, challenging and
focused on learning. Qur employees enjoy a great deal of self-satisfaction as
they take an active role in building this successful venture. These strengths,
and many others, give us the tools we need to hire and keep employees who
embrace our values:

« Putting the customer first;

« Placing integrity at the foundation of our business;

« Being known by our relationships;

« Embracing continuous learning;

« Delivering success by doing what we say we will do; and

« Continually stretching to higher standards.

w Teaniean, WP bvaman Hetianier

Q: In a few words, why will Cbeyond succeed?

A: We are focusea on a huge market that is rapidly growing and
under-served. Small businesses are currently burdened with multiple
suppliers for their ~ommunication needs, and we will resolve those issues for
“hem.

wd will Iead this indust~y in embracing thne next generation technologies of
P to dehver valug-add appications that suppot our customer's efficiency
and growth.

We are solidly financed, reflecting our ability to work with top quality
investors and business partners. We have a clear business plan, beginning

12/14/00 9:58 A!
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with a controlled rollout in Atlanta and aiming for coverage of 25
metropolitan areas by 2003.

We know what problem we are trying to solve and we have the team and
focused technology to attack it. We have a singular vision of quality and
service excellence. We will enable small business customers to “bridge the
digital divide.”

‘e know whi roblent we are trping s log anz
We know what rrcble tpINg 10 50

we kave the teor and forused techmclogy 2o nttack

1M hove a sivpuiar vision of quellv Lad senece

Cowscborze A w  crakic smat bt »es cusiom e
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Funding keeps on truckin' in Q2
By Julie Landry
Redherring.com, August 09, 2000

What goes up must come down, but the astronomical sums being sunk into startups by venture capitalists show no signs yet of
obeying that natural law.

Venture capital investments in the second quarter of 2000 soared to $24.5 billion, a 96 percent increase over the $12.5 billion
invested in the second quarter of 1999, according to new data released Monday by the National Venture Capital Association
(NVCA). Even though the guarter, measured from April 1 to June 30, featured a rocky stock market, VCs invested more than the
$22.7 million they invested in the comparatively freewheeling first quarter.

Could it be that VCs, so quick to advocate caution ever since the public markets went galloping downhili, are just as
spend-happy as before? Not necessarily, says John Taylor, director of research for the NVCA. "What's being invested in now is
being invested in tomorrow's market, not today's," he says. "A strong IPO market is more essential three, four, or five years out,
when the companies that have been invested in today are finally mature.” Mr. Taylor adds that acquisitions have become a far
more acceptable and common exit strategy for VCs.

Also, VCs currently hanker after communications, optical networking, and enabling Internet technotogies -- which all require
significant investments-driving up the venture dollars invested.

SPREADING THE WEALTH

Money from outside Silicon Valiey was largely responsible for the quarter's two largest fundings. Brience's $200 million round
came entirely from the $2 billion fund of Chicago's GTCR Golden Rauner, while Madison Dearborn Partners of Chicago led a $200
million round for Looking Glass Networks in June, joined by Battery Ventures and other investors.

Funding looks likely to stay strong in the coming year, as many firms begin to open the purse strings on their shiny new
billion-dollar-pius funds. This week, VantagePoint Venture Partners's $1.5 billion fifth fund became the latest in the billion bucks
club.

One of the major reasons for the gargantuan funds, according to the NVCA's Mr. Taylor, is that the money's available. "Part of
the reason why fundraising has been so easy this year is that VCs left a lot of money on the table last year,” he says. Now,
they're going back for more, and the funds with good returns and reputations are finding it pretty easy to scare up those bitlions
from the limited partners who had tried to offer them the first time around.

Most of the big funds, like the rest of the VC industry, say their investments are humming along to the tune of communications
and Internet infrastructure. VantagePoint is among those. Its new $1.5 billion fund will focus on communications, data
networking, semiconductors, photonics, and Internet infrastructure. Those sectors have the fawning attention of public investors
and VCs these days, but Managing Partner Alan Salzman says those sectors have always been the firm's sweet spot (although
he neglected to mention the firm's investments in the failed Healthshop.com and sagging iVillage).

VantagePoint's prior fund was $575 million, and its investments siowed dramatically in the second quarter, according to Mr.
Salzman. Now that things have returned to a less exuberant state, Mr. Salzman says the

pace of investment has returned to normal but adds that the new fund's size doesn't portend a wild increase in company
fundings or funding sizes. "Qur last fund lasted about a year, so we wanted to stretch out the

investment period to make sure that the fund lasted two to three years,” he says. "It's wiser to spread your investment period
over a longer period of time. The problem is that the more concentratec you are in when

you're spending the money, the more you're subject to the economic cycle you're investing in.”

NOT FCR US, THANKS

Even in tne lucrative infrastructure investing space, though, not everybody wants to be a giant. Count Comventures among
them: the firm announced this week that it had clesed Comventures V at $550 mitlion. The fund's size increased substantially
over the $350 million Comventures 1V, but General Partner Roland Van Der Meer says both funds were oversubcribed. "We have
a limited size of only six partners, and we'd still like to be a boutique firm," says Mr. Van Der Meer. "We just don't think the
moael is scalable.”

Mr. Van Der Meer is skeptical that funds and fundings will continue to increase in size. "We're at the peak,” he says. "With the
size of funds that have been raised, returns will start tc go down just by the very nature of venture.”

Top 10 fundings in the second quarter (sourcs: Ventis Ecoromics/NVCA):
Br 200 ~dhon

L: T alass Networks, $200 mudlion

Perornance Materials Corporation, $193.4 milhon

Foermus Commemications, $175 million
Cor=Exoress, $164.4 million

Redwocd Communications, $160 million
Coyon s Comn cnucations, $141 millor,
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